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TABLE IL. KEY ECONOMIC INDICATORS: KOREA 


All Values in Million U.S. $ Exchange Rate as of 9/26/72 
8.6 


Unless Otherwise Stated 





Cumulative Percent 


Item 1970(A) 1971(B) 1972(C) Change(D)# 


INCOME, PRODUCTION, EMPLOYMENT 


BOK Daily Average Exchange Rate, W per $ (6/72) 310.6 347.7 386.8 20.0 
GNP at Current Prices, Million $ 8,197 8,875 n.a. 
GNP at Current Prices, Billion won 2,546 3,086 nea. 
GNP at Constant (1965) Prices, Mil. $ 5 359 5,885 25515 5.7* 
GNP at Constant (1965) Prices, Bil. won (6/72) 1,422 1,562 683(p) 5.7% 
Per Capita GNP, Current Prices, US$ 262 279 nea. 
Per Capita GNP, Current Prices, won 81,295 96 ,889 na. 
Fixed Investment, Current Prices, Mil. $ 2,098 2,082 n.a. 
Fixed Investment, Current Prices, Bil. won 652 724 n.a. 
Indices: (1965) = 100 
Industrial Production (7/72) 286 .6 340.0 372.4 10.5 
Avg. Industrial Labor Productivity (3/72) 184.1 217.3 208.1 10.8 
Avg. Wage in Mfg. (Nominal) (6/72) 282.4 338.9 382.1 17.8 
Employment (1,000 persons) (3/72) 9,574 9,708 9,291 3.3 
Avg. Unemployment Rate (%) (3/72) 4.5 4.5 6.5 - 
MONEY AND PRICES 
Money Supply, Current Prices, Mil. $ 987 1,038 1,086 
Money Supply, Current Arie, Bil. won (8/72) 307 361 42 31.3% 
Public Debt Outstanding - Baie 2,158 nea 
External Debt Service Ratio</ (%) 31.8 28.1 nea. 
Interest Rates, Comm'l Bank Avg. (%) 21.1 20.7 n.a. 
Wholesale Price Index, 1970 = 100 (7/72) 100.¢ 108.6 122.4 16.1 
Seoul Consumer Price Index, 1970 = 100 (8/72) 100. 13233 124.7 12.3 
BALANCE OF PAYMENTS AND TRADE (6/72) 
Gold & For. Exch. Reserves 586.9 538.0 568.8 3.2 
Net Goods and Services -802.7  -1,018.1 -356.1 31.6 
Balance of Trade —922.0 -1,045.9 -373.5 —33.6 
Exports, FOB 882.2 1,132.3 690.3 37.9 
To U.S. 395.2 531.8 322.9 26.7 
Imports, CIF 1,984.0 2,39k. 1,169.2 0 
From U.S. 584.8 678.3 324.4 -13.4 
U.S. Share of Market , 28. 





# C/same cumlative portion of B. 

* Percentage computed on won rather than dollar basis. This reflects actual develop— 
ments and avoids distortions (due to cheapening of dollar value of output from one 
year to next by floating exchange rate) which would occur in dollar based computations. 
Consists primarily of external debt; therefore, expressed in dollars. 
Mission estimate: Includes payments on all debt of one year and more maturity as 
% of exports (i.e. service earnings excluded from calculation). 

= Preliminary. 

a. = not available. 
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SUMMARY 


Korean imports of American goods have declined so far in 1972, mainly as a 
result of the economic slowdown which began in late 1971. An economic upturn 
sufficient to stimulate increased imports is not expected until the Spring of 
1973. Emergency measures were introduced by the Government in early August 
as a means of achieving financial reforms and price and exchange rate stabi- 
lity, to assure sounder growth under the Third Five Year Plan. 


The balance of payments deficit improved considerably in the first eight 
months of 1972 as imports remained constant and exports continued to expand. 
Although exports to the U.S. increased less rapidly than to other areas, 

there were substantial gains in some items. Among declining imports from 

the U.S. industrial raw materials - scrap metal, plastic feedstocks, logs, 
pulp — were the hardest hit. Despite dollar devaluation the U.S. market share 
decreased, reflecting increased competition as well as the impact of the 
economic slowdown. There has been no significant change in the generally 
favorable climate for foreign investment in Korea. 








- Curren ;cconomic Situation and Trends 
A sur t E Situat ae d 


Despite a 38% increase in commodity exports in the first half, Korea's econumy 
has experienced a comparative slowdown so far in 1972, but a moderate quickening 
of the pace is anticipated in the remainder of the year. By mid-year, some 
sectors of the economy appeared to be on the way to recovery from the 
late 1971 - early 1972 slowdown. Drastic financial reforms introduced by the 
Government in early August, however, may have lengthened the slack summer 
season somewhat as businessmen adopted a wait-—and-see attitude. The first 
effects of the "stabilization" program, which included stimulative measures for 
business, are expected to become more evident as they inter-act with the normal 
seasonal upswing in the last quarter, and set the stage for more rapid growth 
in 1973. The first quarter is usually slow. A substantial upsurge in economic 
activity at a level likely to induce increases in imports, therefore, does not 
appear likely before the Spring of 1973. 


Economic performance prior to the issuance of the reform program was mixed. 
Strong export results overshadowed stagnation experienced in some domestic 
sectors. Slow domestic demand resulted in no increase in imports. It enhanced 
interest in export orders, which also represented ready cash in a credit short 
Situation. In terms of overall production, wearing apparel, footwear, textiles, 
chemicals, electrical machines and appliances showed significant advances, 
according to the seasonally adjusted Industrial Production Index, while food, 
beverages, paper and wood products improved slightly during the first half of 
1972. Machinery, metal products, transportation equipment, petroleum and coal, 
furniture and clay, stone and glass products either showed virtually no gain or 
even declined from previous levels in the first six months of the year. Cons- 
truction activity declined the most and the industry is in a definite slum. 
In the first seven months of 1972 housing and commercial construction, in terms 
of floor area of new building permits issued, was approximately one-third lower 
than for the comparable period of 1971. Although industrial construction did 
Show a 24 percent increase over the 1971 level, it accounts for only 10 percent 
of total construction. Rice crop estimates are not available yet, but weather 
nditions so far indicate production may be no larger than last year. Flood 
agamages generally were localized to Seoul, Pusan and the eastern mining district, 
and did not significantly affect the overall economic situation. 


The preliminary quarterly figures for real Gross National Product indicated 
increases of 6.3 percent and 5.2 percent for the first and second quarters of 
1972 over the same periods of the previous year. This compares to average 

gains of 15 percent and 13 percent respectively between 1968 and 1971. When 
converted to an annual rate basis, the seasonally adjusted GNP data imply an 
increase in real GNP of 7 percent for the year as a whole, on the basis of 

first half performance. This corresponds to a reported projection of 7.3 percent 
GNP growth for the year by the Korea Development Institute, and a revised 

7.5 percent estimate by Government planners. 
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Despite the slowdown, wholesale prices moved up rapidly until April, and 
hovered some seven percent above last December's rate for the next several 
months. Consumer prices rose slightly more; the increase for both exceeded 
that of previous years. Wages appeared to be rising slower than consumer 
prices. Domestic credit rose by 13.4 percent in the first half, exceeding 
slightly the level agreed upon with the International Monetary Fund. Conti- 
nuous depreciation of the won/dollar rate (by 7.1 percent in the first half) 
created payments problems for firms with large outstanding foreign debts, 

as well as contributing to inflation by increasing the cost of imports. 


On August 2, an Emergency Presidential Decree established wide ranging 
economic measures to stabilize prices and combat the "recession." The step 
was taken under emergency powers of the constitution the day after the 
National Assembly adjourned. Major components of the "stability and growth" 
program included stabilizing the exchange rate at about 400 won per dollar, 
restraining the increase in the wholesale price index to three percent yearly, 
lowering the prime bank interest rate from 19 to 15.5 percent, converting curb 
money market loans/t8 PBALEESfm, lower-interest loans or equity investments, 
converting some short-term bank loans to lower-interest, long-term ones, 
establishing special funds for industrial credit, and liberalizing tax invest- 
ment credits, depreciation rates, and retained earnings taxes. 


The program's overall objective is to create a more favorable environment for 
future rapid growth along the lines of the Third Five Year Plan. Its three 
main goals are to a) stimulate business growth, b) stabilize prices and 

c) reform the credit system. 


Business Growth. Interest rate reductions and the freeze on repayment of 
a significant volume of outstanding credits have relieved business of severe 
financial pressures from massive short-term high-cost borrowing, at the expense 
of private and business lenders to the curb market. Firms in "key industries" 
(generally larger firms in export and import-substitution industries) can be 
expected to benefit from special rationalization credits and additional tax 
breaks. The governmental interest in these firms! welfare and their superior 
access to bank credits, will assure their survival and expansion, hopefully 
with improved financial and production structures. The survival and expansion 
of other firms (generally smaller ones) will depend largely on their individual 
business situation, management efficiency and access to new credits. The 
business slowdown, which had shown signs of waning, may be temporarily prolonged 
by the shock effects and uncertainties of the new measures, but continuation of 
very strong export growth, together with the new measures, seems likely to 
result in rising growth and investment rates beginning in early 1973. By the 
end of 1973 the strong investment and tax incentives could even pose a danger 
of an investment boom and excessive import pressures on the balance of payments. 








Price Stability. Government influence on business firms will probably 
assure that the narrow goal of the three percent wholesale price increase is 
met, but consumer prices and wages will probably creep up more than that, 
eventually bringing cost pressures on wholesale prices. The Government hopes 
that further reductions in interest rates next year, plus tax breaks and 
higher capacity utilization, will offset cost pressures. Fiscal restraint 
in 1973 may provide a greater scope for non-inflationary business expansion. 
The present exchange rate of about 400 won to the dollar appears viable for 
the time being, but in the longer run will depend on success in curbing infla- 
tion and on a continuation of the currently inproved trade balance. Thus at 
least some short-term success appears likely in breaking the links among price 
inflation, high interest rates and a depreciating exchange rate. 


Credit Reform. The success or failure of the most controversial aspect 
of the program is also the most difficult to forecast. The unexpected enormity 
of curb market-reportedly W350 billion-indicates the severity of the problem 
the Government faces in liberalizing bank practices and in creating more normal 
money and capital markets. The key will be the shift of normal business 
borrowing from the curb market to the banks and the projected new financial in- 
stitutions, leaving the curb market with its usual role for individual and high- 
risk business borrowers. Changes in ultra-conservative Korean bank practices, 
not the availability of loanable bank funds, will be the crucial factor. 


A Government-sponsored community improvement movement, the Saemaul Undong, 

has been initiated. The New Community Movement's rural development projects 

are being incorporated into the Third Five Year Plan, increasing agriculture's 
share of investment from 12 to over 16 percent of the total. The Korean Govern- 
ment hopes to obtain financial assistance from Japan and other donors for these 
expanded projects. 


Meanwhile, political developments in Korea have attracted worldwide interest. 
The pace of contact between South and North Korea quickened dramatically with 
the announcement on July 4 of the South/North Joint Communique, which pledged 
both parts of Korea to work toward eventual peaceful reunification of the 
country. Talks between the Red Cross Societies of South and North, which began 
in September, 1971, have continued and full-scale meetings between delegations 
from the two sides took place in Pyongyang and Seoul in August and September, 
respectively. While the July 4 Communique pledges both sides to work toward 
reciprocal exchanges, it is not expected to lead to trade or other economic 
results in the immediate future. On the domestic political scene, public 
reaction to the South/North dialogue has been favorable. While President Park's 
Democratic Republican Party has maintained relative stability and discipline, 
the opposition New Democratic Party has experienced serious internal disputes 
since the beginning of the year. Because of these divisions and the Government's 
comfortable majority in the National Assembly, the Government's economic program 
is unlikely to face any serious political obstacles. The overall political 
stability which has characterized the country during the past year is expected 
to continue. 


TABLE II. SUMMARY OF BALANCE OF PAYMENTS, FIRST HALF 





In _ million dollars 


Actual Prelim, ‘ 
Jan.-June Jan,-June Change 
1971 2 
1. Trade Balance -562.8 -373.5 -33.6 
Exports ropy/ 500.7 690.3 37.9 
Imports FOB 1,063.5 1,063.8 - 
2. Net Services 75.2 83.6 11.2 
Receipts 238.5 250.5 5.0 
Payments 163.3 166.9 2.2 
3. Net Investment Income -33.0 -66.2 100.0 
Receipts 16.1 9.8 -39.1 
Payments 49.1 76.0 54.8 
4, Net Goods and Services -520.6 -356.1 -31.6 
5. Net Transfer Receipts 100.9 75.5 25.2 
Receipts 111.8 92.3 -17.5 
Payments 10.9 16.8 54,1 
6. Wet Current Balance -419.7 ~280.6 33.1 
7. Net Capital Inflows 358.6 307.2 -14,3 
a. Long-term capital?/ 250.6 241, 3 -3.7 
db. Medium-tern2/ -49.6 0.3 - 
c. Short-term capitar’/ 144, 8 52.6 -63.7 
4. Borrowing by banking institution & others 12.8 13.0 1.6 
8, Changes in Foreign Exchange Holdings (Increase -) 35.5 -30.3 - 
9, Errors & Omissions 25.6 3.7 - 


l/ Includes customs clearance data, military sales and net tuna exports. 
2/ 3 years and above. 3/ 1-3 years. 4/ Under 1 year. 
Source: Bank of Korea, Economic Planning Board 


Korea showed marked improvement in her balance of payments position during 

the first half of 1972, and the improvement appeared to be continuing through 

the third quarter. The total deficit on the net current account dropped from 
the $419.7 million registered for the first six months of 1971 to $280.6 million 
for the same period in 1972, or by about 33 percent. While capital inflows also 
declined somewhat, the net result was an increase of $30 million in foreign 
exchange reserves, compared to a decline of about $35 million in the year-earlier 
period. Foreign exchange holdings increased by another $45.7 million in July 

and August, to total $610.5 million on August 31. 


Korea's commodity exports on a FOB basis (including military sales and net tuna 
exports) totaled $690.3 million in the first half of 1972, an increase of 

37.9 percent over the same period last year. The sharp rise in exports was 
generally ascribed to: the upward float of the won-dollar exchange rate during 
the period; an improved competitive position brought about by the monetary 
realignment of last December; and the initial impact of generalized tariff 
preferences in some areas for industrial exports of developing countries. 








Commodity imports (F.0.B.)* for the first six months of 1972 were $1,063.8 
million, or virtually the same as last year. Government economists had fore- 
cast an increase of 5.5 percent for CY 1972. The lack of growth in imports 
appears to be due more to the slowdown in the Korean economy than to any 
specific actions by the ROKG, although added import restraints did affect 
certain commodities. 


The preliminary figures for the first two quarters of 1972 show net capital 
inflows decreasing by 14.3 percent, despite a $49.9 million improvement in 

the form of reduced repayments of medium-term (1-3 year) trade credits. Net 
long-term public and private capital inflows decreased only 3.7 percent, due 


to a reduction in net private loan inflows. The principal decline in capital 
inflows took the form of a $92.2 million decrease in net short-term borrowing 
as a result of deliberate Korean Government policy. 

B. Implications for the United States 


For American businessmen the slowdown in Korea's rate of growth means reduced 
pportunities for sales of U.S. products to Korean firms and increased compe- 
tition in the U.S. market from Korean goods. Although some of the most severe 
financial pressures on Korean enterprises will be ameliorated by the Government's 
emergency economic program, the emphasis on price stability makes any significant 
early loosening of money policy unlikely. Slackness in domestic demand, therefore, 
keeps Korean imports at a minimum. While at the same time, Korean firms make 
intensified efforts to expand exports. Korean success in finding new export 
markets -aside from the U.S. and Japan- has already resulted in more imports from 
these areas. A larger Japanese role in development assistance to Korea can also 
be expected to deepen Korea's reliance on Japan as a source of imports. 


orts from Korea (excluding military sales and net tuna exports) in the first 
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f of 1972 rose to $665.2 million, up 41.6 percent from the first six months 
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f 1971. As usual, the U.S. was the major customer. A new pattern may be deve- 
loping, as exports to non-U.S. markets rose 59.3 percent compared to an increase 


of 26.7, percent for the U.S.. 
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The major export gains were in textiles, plywood, iron and steel sheet and 
plate, electrical machinery and footwear. The effort to diversify markets 
abroad - in order to free Korea from undue dependence on sales in the U.S. and 
Japan — began to show signs of moderate success. Due to the textile limitation 
agreement with the U.S., the U.S. market share of textile exports declined by 
16.3 percent while that for Europe increased by 4.2 percent and for the rest 
of the world (excluding Japan) by 8.8 percent. Benefiting from more competi- 
tive prices due to international monetary reforms, iron and steel sheet and plate 
exports increased by 73 percent with the largest absolute amount ($21.9 million) 
going to the U.S., while the largest gain in terms od market share was in Europe. 
where a growth of 8.5 percent was registered. While absolute exports of footwear 
to the U.S. increased from $14.1 million to $19.1 million, the U.S. market share 
of these exports declined by 7.4 percent. 
* Imports are reported on a c.i.f. basis in Customs trade statistics, and 
adjusted to f.o.b. basis for balance of payments presentation. C.I.F. 
imports for the first half were $1,169.2 million. 


TABLE IIIT. KOREAN EXPORTS, FIRST HALF 
teeta million 


Destination Jan.-June 1971 Jan.-June 1972 Percent Change 
Uae 254.9 322.9 26.7 
Japan 100.5 158.5 57-7 
Europe 43.6 66.4 52.3 
Others 1047 7.3 65.9 
Total 469.7 665.2 41.6 


As shown below, the most significant gains in Korean exports to the U.S. took 
place in steel plate, sheet, pipe and bar; electrical machinery; fruits and 
vegetables (mostly mushrooms) and toys. Textile yarn, fabric and garment 
exports fell off as a result of the bilateral agreement, effective October 1 
1971, under which Korea agreed to limit the quantity of woolen and synthetic 
textiles exported to the U.S.. Footwear exports are currently undergoing a 
countervailing duty investigation and hearing, the results of which could 

have a significant impact on the means by which the Korean Government encourages 
exports. 


TABLE IV, MAJOR COMMODITY EXPORTS TO U.S., FIRST HALF 


In million of dollars 


Value Value 


Item — es cle 
ee OE 
Textile Garments 99.6 96.4 =3.2 
Plywood 60.5 68.1 12.6 
Elec, Machinery 15.8 30.0 89.9 
Wigs 26.9 27.3 1.5 
Plates & sheet of Iron & Steel 6.0 21.9 265.0 
Feotwear 14,1 19.1 35.5 
Textile Yarn & Fabrics 11.4 9.9 -13.2 
Fruits and Vegetables 1.4 5.2 271.4 
Office Machines, n.e.s. 2.3 4.3 87.0 
Toys 0.6 3.6 500.0 
Bars & Rods of Iron & Steel 0.2 3.4 1,400.0 
Fish ané Fish Preparations 1.6 3.3 106.3 
Cutlery (Spoons, Forks, etc.) 1.4 2.1 50.0 
Rubber Tires & Inner Tubes for Bicycle 0.3 1.6 433.3 
Artificial Plastic Materials, n.e.s. 0.8 1.4 75.0 
Leaf Tebacco 0.8 1.2 37.5 
Iron & Steel, Tubes and Pipes 0.2 1.0 400.0 
Others 11,0 23,2 110.9 


Seurce: Office of Customs Administration 








In the first six months, the position of the U.S. relative to other competitors 
in the Korean import market was impaired. With total imports held to virtually 
the same level as last year, imports from the U.S. dropped 13.4 percent. Pur- 
chases of U.S. goods funded with Korea's own foreign exchange earnings (KFX) 


declined 22 percent. Commercial loan funded imports from the U.S. were at less 
than half the level of the first six months of 1971. Aid-funded imports, however, 


nearly doubled from $44 million to $86.7 million to offset some of the losses in 
commercially funded trade. In view of the comparative performances of the U.S. 

and Japan, it appears that U.S. exporters did not benefit from the yen revalua- 
tion. 








Imports Funded By Jan.-June 1971 Jan.-June 1972 Percent Change 
Korean FX 802.1 775.8 —3.3 
From U.S. 205.5 160.2 22.0 
From Japan 322.4 314.8 —2.4 
Others 274.2 300.8 vad 
Loans, Aid & Others 367.0 393.5 7.2 
From U.S. 169.0 164.2 —2.8 
From Japan iz? > 132 ody 3 ke 
Others 70.5 96.9 37.4 
Total 1,169.1 1,169.2 0 
From U.S. 374.6 32h -13.4 
From Japan 449.9 447.2 -0.6 
Others 344.6 397 <6 15% 


Although the absolute level of imports remained unchanged from the previous 


year, there were some significant shifts among commodities. Imports of iron and 
steel waste and scrap declined 66.2%, although the U.S. expanded its market share 
of this commodity by 12.7 percent. Other important commodity imports showing 
substantial changes were: textile yarn, fibers and fabric (down 8.6 percent); 


iron and steel (up 27.4 percent); non-electrical machinery - excluding textile 


machinery - (up 17.5 percent); textile machinery (down 56.1 percent); electrical 
machinery (up 23.2 percent); chemical elements and components (up 12.3 percent); 
and plastic materials (down 12.4 percent). With the exception of iron and steel 
scrap (mentioned above) the U.S. market share for these commodities either 


remained relatively static or declined. Of particular note were declines in 
the U.S. market share in pulp and paper (down 29.1 percent); plastic materials 


(down 25.1 percent); electrical machinery (down 9 percent); and non-electrical 
machinery — excluding textile machinery - (down 6 percent). Only in the case 

of plastic materials was the U.S. decline in market share matched by a rise in 
Japan's share, however, since other suppliers in Burope and Asia gained the most. 


Domestic production of several plastic raw materials will begin before the end 
of the year with the inauguration of the Ulsan petrochemical center. 
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Agricultural commodities, mainly under PL 480 programs, continued to dominate 
imports from the U.S.. Changes in such imports reflected program revisions, 


restrictions on soybean meal imports, and the Korean government's purchase 

of large quantities of barley for use in programs de-emphasizing rice consump-— 
tion. Various kinds of machinery and transport equipment continued to be the 
largest non-agricultural dollar earners in Korea. Except for a decline in 


imports of non-electrical machinery, there was little change in first half 


sales of these items as compared to a year earlier. The construction slump 
and tightened import procedural requirements (since relaxed) contributed to 
the decline in U.S. exports of iron and steel scrap. U.S. scrap is used in 


making steel for the domestic market; export products are formed from hot 
coil and slab imports from Japan and Australia. As indicated earlier, imports 


can be expected to increase in 1973 as economic activity gains momentum, but 

the outlook for the remainder of 1972 is for limited gains at most. U.S. exporters 
will apparently face increasingly stiff competition, and should be prepared to 
maintain frequent contact contact with Korean importers. As usual, price and 


credit considerations will be crucial. 


TABLE V. MAJOR COMMODITY IMPORTS FROM U.S., FIRST HALF 


In million of dollars 


Value Value 
Item ee a - i 
sc a a 

Wheat 63.9 66.4 3.9 
Raw Cotton 35.9 39. 3 9, 5 
Rice 34.7 38.9 12.1 
Elec. Machinery 31.6 FLT 0.3 
Nen-Elec. Machinery 32.9 28.8 -12.5 
Transport Equipment 19.9 19.9 0 

Corn 10,5 ll, 1 5.7 
Iron & Steel Scrap 25.1 10.0 -60.2 
Barley 0.6 9.5 1,483.3 
Animal Oils & Grease 8.1 7-6 -6.2 
Pulp 8.9 4,5 -59.4 
Sawlogs & Veneer Logs 72 4,4 38,9 
Won-Ferrous Metal Scrap 2.4 3.8 58.3 
Plastic Materials 10.3 3.7 -64%,1 
Soya Beans 5.2 3.5 -32.7 
Textile Fibers (Excl. Raw Cotton) 3.8 3.1 -28,4 
Natural Phosphate 3.1 3.1 0 

Bovines and Equine Hides 0.9 2.3 155.6 
Animal Feeds 15.5 1.8 -88.4 
Milk and Cream 7.6 0.4 -94,7 
Wheat Flour 723 1.1 - 84,9 
Others 39.2 29.5 =24,8 


Source: Office of Customs Administration 
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Japanese firms for the same periods was $44.1 
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generally favorable. For several years the 
policy of encouraging foreign investment, and 
o foreign investors. The relatively high 
has intensified the Government's interest in 
, and reinvestment as.a source of capital. Investment 
import substitution is especially encouraged, but 


the domestic market is permitted. 


policy of encouraging foreign investment, 
there are nevertheless a variety of problems encountered by foreign investors 
operating in a foreign economic and cultural environment. The problems range 
nor bureaucratic difficulties to more serious issues for a few companies. 
wever, Korea remains one of the most attractive sites in Asia for 
the American investor. 


Despite the Government's strong | 
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